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PAIRS SOARS

Desariptive Prabaility Rating

Reting Process
N\ Probahility Index
} Stpenisory Supenisory
Attertion Index Starnce
Measurenernt | Impact Index
Process

Descriptive Inpact Reting
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- ~PAIRS &3 &/ 282 p

THRIB - AP PAIRS 2 § - BHEMPEd i @ H8

R B E RIS T Bih- BAIEE o

' Risk specialist reviews |
(specific)
— @ grmI_E_xtemaI agency data |

Monitored by supervisory staff, portioic
‘comparison (8 monthly)

. <) | S&P, Moody’s, AM Best, Fitch, KMV ;

i briefings
) -

PAIRS Ff & % suenp end_:

s ALGTRAEEBES 2 LEL G ERBA DB E S 2
Determine APRA's assessment of the Probability that a
regulated entity will fail;

s PEAA Y i A4 LT
Measure the Impact of the potential consequences of

that failure.



« PAIRS 165 fi 3202 425 &2 30 &

E

PAIRS £ 8 ff g § j s> o 8 il & {ﬁﬁi%

= b (7 H ek % 3 15 (Risk Assessment) 2. §

LN
=
!
*n:
‘m

- g
FRE vy 4 o B 18 5 (Supervision Strategy) rt i 2.
6o R HERG LRI BH R & > APRA 7
202 3R BB 32 {7 6 (Supervision Activities) -+ 123 £ 2. o T

TR A 40T BB = -

Bl = Supervision Process

Supervision
activities

Supervision Risk
strategy assessment

F Y

APRA 7 ¢ #hg & B fia=i 2% » 1 & 4

—

TR AP

|

3:

'7‘5
B
B2 S E AR HERF b e BRI LR

A APy HERLFE 0 L LAPRA § B Rl B R
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BEOEFLL ERIMEY T ERA DG EY s N5

i x BB T I o g v i % (PAIRS population)

% =
Industry Peer Group
Complex banks
Credit unions and building societies
ADIs Regional banks
¢k ‘é##&ﬁ Foreign branches
(- #24857)

Foreign subsidiaries

ADI other

General Insurers

A ¥

Diversified business lines

Lenders mortgage insurers (LMIs)

Medical indemnity insurers (Mlls)

Reinsurers

Other direct

Inactive

Life Insurers

#EF

Direct — complex

Direct — medium

Direct — other

Reinsurers

Friendly societies

Superannuation

Bk &

RSE licensees (7 #F & Hhé #3p 3k A
&)

Extended public offer

Non-public offer

Public offer

Approved trustee

RSE funds (#F R L F s P 9k
&)

Public offer fund — accumulation only

11




Public offer fund — defined benefit and hybrid
Non-public offer fund — accumulation only
Non-public offer fund — defined benefit and
hybrid

Eligible rollover funds (ERFs)

Pooled superannuation trusts (PSTS)

z ~ £ 1 30 June 2009 - < PAIRS 2 SOARS % & g

B 1 7

YT

— Banks (57 )

— Life Insurers (32 %)

— General Insurers (132 %)

— Building Societies (#Fi23 2% £ it s BE R R H 5
ERE 0 N

— Credit Unions (117 %)

— Friendly Societies (19 %)

— Superannuation Funds (4919 7)), # 7 4277 X & %4
)

— Licensed Trustees (278 %)

— Non Operating Holding Companies (17 %)

12



TOEF R EHEFEE S ER A T RS
(Inherent Risk, Control and Management, Net Risk and

Capital Support)

APRA #t £ st Bl A 8 5 s LA 2 7 hH G b 'a

(Inherentrisk) » 4 {5 £ 4c » ¥ I 22 3 4](Management and
Control )& * £ # (Capital Support) 23 & 3% b "% :7% i
A i B fFA 4o

B =

iR — FEAEE = &R

Inherent Risk Management and Control =

ERh'e — FTriiF = FHAZR'% (Overall Risk of Failure)

Capital Support Owerall risk of failure

HaodAd AFbh G TGay - ﬁfiﬁiiz%:i i H E
7 B %% (Inherent Risk) - ¥ 5 G dp AT IR g gt

To-Bad Y ERE H%W’%ﬁhwlwﬁj&fwmaxm
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EhF k2 0 5 h & R hE g o

%L APRA §EE b B A R R R G L2 e hh B

TR LA F O

«bv

BEBAELPD  BUPD P E RGN RPNTA - &

b *& (Common Risk)z & » 112 — & F] 2 S FFTH HE i

A A g b g o

AEFRYGATTRE A BRIZRBLEZMEERES 2 FafE L AR
{6 Bdede K 17 'Jﬁfﬂﬁﬁ_ﬂ Bt o & BRYGLES 0~4 A s
B0 RAERY% 4 REARGRE  EwanEh 4 2 =4
FEWP AL ZF L o
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ERAZ AW I N - HREZER 2P hE ] i

oy IEJ_*—;-## ~ AR R AL PR AR AN E G OB

‘L

Yk F A G R b BTG FAR

\,

“éi)]-* £ h % (NetRisk)e FF b *%&frg 24 BINA

A wov: 22 B3k % (Strategy and Planning) ~ w5 b &
(Liquidity Risk) ~ i* % & *% (Operational Risk) ~ % * k *&
(Credit Risk) ~ # 3#-22 . ¥ b *& (Market and Investment Risk)
2 %% b & (Insurance Risk) > & @ A= fp g & o

-

- APRA £ ¥ A B 6 Y BIERIE D & Fl4oT

£z APRAS ¥ LR '% Y RIT=REP 4

LR G FF A% ¥ Iy
(Risk Item) (Inherent Risk) (Management and Control)
R dip s | (1) 2 @ Rk ehh ‘e (1) 22 X R H 7ot &
Strategy and The riskiness of the W 4
Planning entity’s strategy. The overarching
(2) = @ p mfr R KEiE » oo strategic planning
L practices.

15




The entity’s current and
intended future markets.

(3) & ¥ cha fTilng
Diversification of the
business.

(4) 2 @ chip i B A
The entity’s competitive
advantage.

(5) 2 P engpsE ~ BER 2 2 £
EB o AEEF T RY
UEE R &t EoEE
Expansion, acquisition
and growth ambitions, or
plans to exit certain
business areas.

OREGE RN EE SIS -
AR R
Susceptibility to external
influences including
environmental or
economic change.

(7) 2 & w HEE -2 T
PR e PEATV AL A 4 ens3
The entity’s vulnerability
to reputational and
contagion risk.

2 27FE ¢frsf BB L
RS STNER S ST
7 B ekl B3 R
Involvement in the
development and
monitoring of strategy by
the Board and
management.

(8) 2 P 2“1t ¢ H B Rk eh
L S 1 e s

Ll g
Reasons for changes to
the strategy and how
those changes are
controlled and
monitored.

(4) #r4r * B TRA BB
STAE B M T AR
Underlying assumptions
and scenarios/stress
tests that support the
strategy, including
reliability of information
sources.

(5) #4 17 Wk iR &
Processes around the
implementation of the
strategy.

(6) 4 7 RE P73 & ehE IR
Z g A4
Resources required and
the ability to execute the
strategy.

(7) £ Ko 41720 % hig 4
Monitoring of
performance against
strategy.

16




i ol el W
Liquidity Risk

(1) . i e
Nature of liabilities.

(2 FAST N g1
Saleability of assets.

BT b2 Fherug
R AELap 38
MR R KK ATE
The funding strategy to
support the entity’s
current needs and future
growth.

(4§82 FeaemeREZ
AR
Wholesale and retail
funding mix and trends.

O)FALEFZIH 24
HE22 38 p EFEKFE
e
Concentration mix of
assets and liabilities by
market, counterparty and
maturity.

6) FAAREL &5 f
MR B N A R E T IR
Contingent/off balance
sheet commitments.

(7) £ F FERp 0SB4
LA e gF 7 QR
fhEnL 9EA
Intra-group funding
arrangements.

(1) % ¢ #indih &
2R
The awareness of
Liquidity Risk by the
Board.

(2) mFELEFT A
MER§ LT EEN
L
Liquidity management
functions and
committees (ALCO) in
place.

(3) imd & F L2 FTRE
A2
Policies and procedures
relating to liquidity risk
management.

(4) P A 773 By b r L
MR P e F RS TR
Limits in place and how
they are reviewed and
monitored.

(B) &P g R A 178
pin ioX e | IRRDPIE SVAR SRl
e kR
Scenario analysis and
models used, including
dependability of
information sources.

(6) & & FEp 0B 4B
Bz BT RR £ F
EA=E T2 d I T N
—EF VAR
Reliability and extent of
access to intra-group
funding and standby
facilities.

(7) 2P A3 LH 52 5 aun

17




St EH T AR G
AT AIILR

Contingency
arrangements in place,
including any
contribution to
multilateral liquidity
support arrangements.

TE b &
Operational
Risk

(1) imAe T E e~ |~ HF
BB B SRR
The size, sophistication,
structure and complexity
of operations.

(2) 2 7 P FRBA sLehig
JeR g oRE > T TR
SRR A RE
S ERS SRS
S FIR B TR T
EenEH G TER R
The complexity, level of
change and vulnerability

of the IT systems utilised.

It is usual for entities that
have a high degree of
complexity within the IT
systems environment
and are undergoing or
plan to undergo
significant change within
that environment to have
higher levels of inherent
operational risk;

) e ¥-Lafe sy 2
EPETUESARR o gt § L
#1202 e ehp B 1 g
L F 4 nE 2EFaRkR
7 M APRA € 11437 0

(1) 2% ¢ TR Gz
ik D
The awareness of
Operational Risk by the
Board.

Q)Frad ETEFEF TER
RPN BN ER €
Operational risk
management functions
and committee/s.

(3) ITH R & F EehpT X &A%
B
Policies and procedures.

(4) P o F B G TR &
Hprdlag 4
Controls in place across
the IT environment.

G) priEER G 4 > @

gﬁ,}igg\ hE T E
AE SR ATE RS
4R
Management of
operational issues
including administration,
outsourcing
arrangements, new
products, project
management and fraud.

(6) & ¥+ gy i i

18




PRIFRAIMITEZ S
TR H OB AR R
Vulnerability to business
interruptions/ external
events that may impact
on the business. This is
clearly influenced by the
geographic location of
the entity’s physical
facilities and any history
of similar events in those
particular locations or
others with similar
characteristics. APRA
sees it as important to
understand the entity’s
operational and legal
structure so as to assess
the degree of
vulnerability in these
areas; and

(4) - L2 HEPF2DN T
2 A AT AR R (€
5P TR IR s o)
Susceptibility to fraud
(both internal and
external).

FA R R R
Business continuity and
disaster recovery plans.

fg * xﬁ
Credit Risk

(D) FART L » 2 467
AR R &
WA
Asset portfolio
composition, including
size and types of credit
exposures.

(2) #73 7ei
Lending strategy;

Q@) F* ke & - &7
B0 OERE e E R

= e

L) FF g4 b gR
ik D
The awareness of Credit
Risk by the Board.

@ E*h'eFREH - i
fede it A R £ F D>
The credit risk
management framework,
systems and delegations
in place.

B)#FZ=a @RS o &

19




B w3 F R ek ik
B kR Aok -
B @ eni * b'e £A%E
B¢ ARF L KT T
&M %/#7‘ B F AR
&0 PlARG oA dE A AL
kpH- PRSI A S
GhiEF IF %
Concentration of credit
exposures, including the
size of individual
exposures relative to the
size of the total portfolio
and the extent to which
separate exposures
share common risk
characteristics
(increasing the likelihood
of joint default). The
more concentrated the
portfolio, the greater the
potential loss that could
result from any single
default causing event.

-

(4) 3% 2 2% 435 97 iy
Mo @ "”g\i\‘lqﬁ\}\‘m
PATERE A S HE 2
K 4

The likelihood of default,
including the financial
strength of borrowers or
counterparties and their
ability to meet
commitments.

(5) Fi& g 2 pFEAr A 4 andp
X ARR
The extent of loss should
default actually occur.

,J,*#; Fx b e BT
i

Origination, security and

collateral structures and

valuation practices.

(4) &5 % b "G AP B crpT X &2
A2 5

Credit-related policies
and procedures

(5) iz f——\ﬁ e LIS 4
Feem kT EE’_FF "Lp\ A
iy 4
Problem asset
management including
compliance with
prudential requirements.

6) T hsfri Tl s g
5 4
Information systems and
portfolio management.

(7) =7 TG RR
T AR R T (T A
The role and functioning
of independent credit
review processes.

8) LF 7 pni
L APRA=RZ &% b % #
Birdla 4 AERIFP o
el S By s
= g HE AN RRE
BRI B YR
I3 A FRMET P
LA
Large and/or
sophisticated regulated
entities offering credit
generally use internal
credit risk grading

2T AL L Lt
ERE R

E\' w2 g
4

?ﬂli
2

B gty
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%m@%’wﬁbﬁﬁﬁ

¢ 3% S&P -
Moody ~ Fitch-IBCA ~
Thomas Financial Bank
Watch {- AM Best = #
WO AR s
Ratings are often also
assigned by credit rating
agencies, such as
Standard & Poor’s,
Moody’s Investors
Service, Fitch-IBCA,
Thomas Financial Bank
Watch and AM Best, on
larger corporate and
financial entity credit
exposures. Such ratings
can be an indicator of
Credit Risk.

() Fe¥m s o L iFA
gﬁff’t%ﬁaa 2 E ¥ E A A
* Rz ¢ Ir;I..E y &
iRk R
For insurers, reinsurance
counterparty issues,
including the
concentration of

FRCPASS

o

15y

(34

reinsurance, are dealt
with under Credit Risk.

systems to assign the
risk of default from
individual counterparties
and the overall portfolio.
For these entities, the
controls around the
credit risk grading
systems form an
important part of APRA’s
review.

SRR A R o § L
€ LA IR H TR ,]“:
5v APRA &-4t:z3t 4
,r I T A PR R E
k¥ h o MrEind ErEE
FAT T At REE T
AT 2t ke
Less sophisticated
entities are unlikely to
use credit risk grading
systems. For these
entities, assessing the
level of credit risk may
require the examination
of loan provisioning/
arrears reports or a
sample of individual
loans.

(9) &

T HHET R R
Market and
Investment Risk

(1) # F2 T B d RS
VHRE S B 4
i3
The size, nature and
complexity of market and
investment activities.

LE TN R )

@) 7

(1) TF ¥ FEHFThR
=gk ik
The awareness of
Market and Investment
Risk by the Board.

(2) L3 F 47~ L E el F el
P BT

21




Asset and liability
mismatch.

(B) o 7 Fh'go TR R
ENATRY Ay

Sensitivity to market risk.

A FALGFEAEL EAoj7
AR ERRE SE PR A

IR
Balance sheet
instruments, including
derivatives and foreign
currency exposures.

(5) #7417 R T P 1R vk
Cra S tErry
Investment objectives
and strategy (where
applicable) e.g.
aggressive or
conservative.

(6) F A %7 b frfic ¥ s $74R
;4
Diversification across
asset classes and asset
allocations.

(7) F 231 3k
Nature of asset
valuations.

(8) - dxm % v 2P ek HiT
S ES R Y]

FREAA&IE > 72 5T
=B AT B 2t
LT & B ff‘u{
HEEZHTF D Fh &
TG L
Generally, entities with
relatively basic products
and simple balance
sheet instruments that

Trading and investment
functions, including
segregation of
responsibilities.

@) FALFFRARE AR
FTERLAR AT
ALCO and/or investment
committees in place.

4) —5’-\@75 T h AU
N e R R E
ER ol
Delegations and limits in
place and how they are
monitored and

controlled.
(5) % B it 7 v civ% 1
EEARR

The process of reviewing
and monitoring trading
and/or investment
strategies.

(6) 7§ e F AT R 33
a3
Investment management
and asset valuation
practices.

(7) # FERFT IR RERLR >
L H Ty M ﬁ
Market and investment
policies and procedures
including those relating
to unit pricing.

(8) #r# * aRFR A > ¢ 4
HBER GRS RREA T
5%

Models used, including
underlying assumptions
and stress analysis.

22




are not sensitive to
pricing movements
would be assessed as
having a low inherent
exposure to Market Risk.
2P 4e% 3 R BT
IHERE St Y E s
By B envh IR o f
M LG B R H
BT R R o

Those entities using
derivatives for
speculative purposes
and unhedged foreign
currency exposures
would usually have a
high inherent exposure
to Market Risk.

(9)

(9) F mF & chenipd

The strength of
management information
systems.

(10) 2% 5 o= 0% P4
Independent review
functions.

[
Insurance Risk

(1) = @70 & "G 7 &l
i (bl4r A ' % i
' Rl e T §R e aD
b %)

The type and nature of
insurance products
offered by the entity (e.g.
short-tail or long-tail for
general insurers).

(2 @ FHANEF TRHMER
BATE Fo FRehh "ok T
(k%8R %)

The level of hazard or
risk of the business
underwritten (e.g. low
hazard or high hazard
risks).

(3) b 'k ¢ AR (drd
BFE¥REFLRR) £ F

(1) % ¢ fri5 ¢ BB RE
0 N ek i | S
ERT R
The oversight and
awareness of Insurance
Risk by the Board and
management, including
information reported.

Q) F &K TR oF i
i
Product design, pricing
and review processes.

(3) iy Btk Eir2 B ST
B~ R IR 3T gL
R~ FeRm 2 HRarivg
Pricing, underwriting and
claims management
policies, procedures and
practices for all areas of
insurance.

EEEGACE R %

23



The degree to which
risks are concentrated
(e.g. geographically;
acquisition source), net
of reinsurance protection
such as catastrophe
reinsurance.
(4) R R SSRELTE B
SR ARSI R H-F
SR AT A A ik e AR S AR
Hos chp Sae 8 i s
The mix and
diversification of
products offered. The
greater the
diversification, the
greater the likelihood that
poor performance in one
portfolio will be offset by
good performance in
another.
() 4 & wE ch @ 5 FH P
mﬁﬁ%iﬂi”’mﬂ
o E 3 B E T R
&% wwmﬁ@%a
Fobe 2% - ey R
TWREF gy 0 R MET R E Y
hFRP T PREEE IR I
e e
The entity’s position in
the market. Entities that
significantly outsource
their business to
underwriting agents are
removed from both the
underwriting and claims

&\'

process. Similarly,
reinsurers will have

(@?ﬂﬁmm%wsv
4 7&; ﬁf‘_ ;.,ta T‘v‘v T_
Management Information
Systems (MIS) and the
reporting framework and
protocols.

B) HiFred Ll ~ 48
PR ek Buend g
Controls around
insurance product
distribution channels,
networks and system.

(6) ¥ g3 E%ﬁvﬂ;%%ﬁﬁg LY
¢ ANE LR DRHR
Rl
Delegations of authority
in relation to underwriting
and claims, on a
guantitative and
gualitative basis.

(7) & e 7 Menis g ity
T Far{e e L F L
KPR G ¥R
The structure of
insurance-related
functions and the skills
and experience of those
undertaking the work.

(8) ¢ § ¥4t B & dr 2
(FCR)E B i £37% 47 2
(ILVR)*¥ ehf @ = /2R
R R Sk
Liability estimation
processes and the
results of actuarial
reviews captured in the
Financial Condition
Report/ Insurance

24




higher inherent risk since
they are also removed
from frontline
underwriting and claims.
pan Ak TRR Y h
Bk fod ¢ gl sk
% sl

Product strategy and
experience/data in the
markets in which the
entity currently operates

(6)

or intends to operate.

(7) ¥ 5y ke £ £330
o F o BIARHE p ARG
(self-insurance) =42 & 12
AT HF R RS )W
Bt £~ ~ &
fer AR EFRR 2P
i~ TR E £ F A
TS ] B R
3 ATH F R R A RTOARR
For superannuation
entities that undertake
self insurance, the level
of inherent risk will be
influenced by the extent
of self-insurance in
relation to the size of the
overall fund, the

-4

\

AtS

availability of
self-insurance to new
members, the
membership profile of
self-insured benefits
(defined benefit, defined
contribution) and the
diversification of risk
retained.

Liability Valuation Report
(ILVR).

9) B iF'ah ‘&7 M
F 1 ALR
Audit and review findings
in relation to Insurance
Risk.

(10) £ #*6 g BAZR (¢ 45 4
C A R
(REMS)) * #]%
Reinsurance
management processes
(including, for general
insurers, the
Reinsurance
Management Strategy
(REMS)).
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(8) “r4l & hinH £ 4 £ %'
PI¥ M P AT G TR
3R R R
The inherent Insurance
Risk arising from an
entity’s product base and
mix can be modified by
the use of reinsurance.
By transferring part of the
risk to a third party,
reinsurance
arrangements reduce the
underlying inherent
insurance risk remaining
with the entity.

(9) BERL FeTES D D
R YR G R g T
Pl F LRA A A
e > PAIRS ¢ #-p 3 » H
FOEER R ORI
The level and amount of
reinsurance ceded will
vary depending on the
risk tolerance of the
entity. In PAIRS, the level
and amount of
reinsurance is captured
in the assessment of
inherent exposure to
Insurance Risk.

@ & ¥ ¢ (Board) ~ 5 ¥ B} (Management) ~ k *& ;532 (Risk
Governance)= 7 = H 2 h ' > @ 5 AR 7 3+
T BIRA o
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b4 EES € (Board)Fuz b % pF > APRA L 1 TIE P

The quality, skills and experience of all directors.

c FREATRHEEA B P PAREE R
Whether the Board meets composition and
independence requirements.

c TEEATF IR 2006 & 10 % 1p 2F g Sy RAY
(Fit and Proper policy)2 i = g 53 en& F - R5 > 3
A ERTHRAR- 2T FCR o

Whether the “fit and proper’ policy for the Board meets
prudential requirements and how frequently the policy is
reviewed.

c FEEBY AR 2 2ME G EFF & 2006 £ 10
1 p o auf &34 & PI(Fit and Proper policy)s& & o
Whether directors individually and collectively meet the
fit and proper requirements.

c T EEBHAA LT FTENEERSMEASR G o
Conflicts of interest and key person risk at the Board

27



level.

b m g ¥ M (Management) s b ' pF 0 APRA % g 2

TP

s KA BMpELagY o s BN g | oo

The composition and structure of Management, including
formal delegations.

s EEBIFAET S 452006 % 10 % 1p 2 F g S § A
R(Fit and Proper policy)2 i * $#$#  Iis 2 nE £
BF 0 FAEEATRAR- ISP R o

Whether the entity’s fit and proper policy meets prudential
requirements and how frequently the policy is reviewed.

c EYBpFSAH 2 R AT BSR4 2006 £ 10 * 1
P ioif &3 % R RI(Fit and Proper policy) s 4= &

Whether members of the management team individually
and collectivelly meet the fit and proper requirements.

c SEBEBY SR AT AN ERAMEASR G -
Conflicts of interest and key person risk in the

28



management team.

c A B EHRES LATLE > P ARRFOL T FcR
FHETI o
The level of management turnover and succession plans

in place.

A B Rk (Risk Governance)#E b & BF oo

APRA & g 11 T 58

s FREA G A T TR S BE SR
The role and functioning of the Board, including the
existence of a formal charter and renewal policy.

c BF AP TR 2T ke E L TR R
PALEE Ao AL T R E dofe Al g B F T o
How the Board sets and reviews the risk management
framework and ensures that risks are defined,
understood and appropriately managed.

c PR EPERE Rt s R LT R
oA oo
The committee structure in place and its effectiveness,
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including the role, composition and functioning of the
Audit Committee.

. ll'i’-f,_gf“ﬂuvm"l"f# g JLH & 4 ~'§?T££3§vi'rio
The compliance framework in place including roles,
responsibilities and independence.

o NRIRFEYF G > SR H PN S S Gk E B
The internal and external audit functions, including their
skills, experience and independence.

c ¥ A ARE S N BHEF AL EY P EE T
yreng 4 o
The role of the actuary in reviewing the business (in

general and life insurance).

PAIRS 2% = 0 A3 2 7 F o frif e A 2 35
(Capital Support) £7:F% c FALFLEFE BTy g
ER A EHT A BT AL R R L APRA
£ fehit & gk X iGE (financial promises ) o =
5¢g&%ﬁa,$%£ﬁzﬁé 5 A EERR YRR T T
Bk E o
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P# o APRAL 2R3 T A L5 A HPHPFER 4
(Expected timetable)4- ™ :
May 2010 Discussion paper
- Jun 2010 Technical papers
- Jul 2010 Quantitative impact study issued
« Aug 2010Submissions on discussion paper
« Oct 2010Completion of QIS
- End 2010 Draft standards and response paper
- Mid 2011Final standards
- Late 2011 Draft reporting forms

- Early 2012 Implementation

#BFgﬁm Bl R Gl S Y

http://www.apra.gov.au/Policy/Review-of-capital-standards

-for-general-insurers-and-life-insurers-May-2010.cfm

PAIRS éh3 & & 454 11T = B2nA
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(

(-)  F*/®iE(Coveragel Surplus)

—

APRA &4 2 P ehF Adi 4 BB 2 P PF AR
oo iy R AR ehI AP ARR BRI KRR 0 | 1

T Z Baow (FLIFE N GRER

LEra e L THE TR EERT AP RT R
(Minimum Capital Requirement) -
2.4 f e T AR (RE 5FA 55 - f(Ter)e ¥
= #g(Tier )3 A ) e

FREReER LTI

IR 4»14« Ed uﬁ - mF’ »J.:EE_Q Fond B & 4 £ Hp a@jfg
s 0 3 (Going Concern Basis) ™ ~ #3ti3k & & ¥
;FL]/ E]IJ g _JF_]: ?\é N L l,'. —\J. ‘ f«% rﬁ,J\_)g. R ﬁ.f’\ sk Eﬂf'} ;‘3:2})_]_!
U RVANAN LI A L ﬁn%}ﬁﬁ;} PR EERARG R 2P

T AR FTAEIEARE o

=)  g#(Earnings)
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1T

APRA &4 g2 @ ch@ 4Pl & 8 4 14582 BT

LRSS XL AR R IE S WarE 32

\

FOoWEBERETERFFREZ ST A RERR
%%@ER%%’ﬁgﬁmfiﬁsﬁ&%oa%&ﬂ
RIEH R A 2P &3 27 Py 327 42

P olr 7

B2 2P A kBRI E R -

) H# 3 FF +(Access to Additional Capital)

H i‘a F' i ’#‘ﬂ—\ifﬂgﬁiﬁa$/m& B é‘?t }\é’fﬂa”ﬁ 7
i g ARG JA KRz vhon e o d g

Firh A KM BRI BT A ARG

PEH B ES R ATOIT R EF L DL FF A o

APRA #* 2 P A XM T LML LF L 5 24— & 4
g rEAIER o ApE T FA P RIEN R 2 A 2 F
5 2}?;’7’1%7}#_2} 2T H B A QP A K
FAORE LI LG - o
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%z PAIRS =4 %

A B FF % | FRasd | ER'E | £
it
(0-4) %
(Board)
= By
wF EE (0-4) %
(Management)
B eI
T (0-4) %
(Risk Governance)
ERE .‘;’i’ %il B Kﬁ
hre R . (0-4) (0-4) (0-4) %
(Strategy and Planning)
s o e B
o (0-4) (0-4) (0-4) %
(Liquidity Risk)
TER 'R
| : : (0-4) (0-4) (0-4) %
(Operational Risk)
f‘g * ks
o (0-4) (0-4) (0-4) %
(Credit Risk)
T HEET R R
Market and Investment 0-4 0-4 0-4 %
(Market and (0-4) (0-4) (0-4)
Risk)
R 0-4 0-4 0-4 %
(Insurance Risk) 0-4) 0-4) 0-4) °
ERhG
_J ' (0-4) 100%
(Net Risk Total)
TAEE
(0-4) %
(Coverage/ Surplus)
AR
s (0-4) %
(Earnings)
LR
(Access to Additional (0-4) %
Capital)
=K F U 24
P _ 03 (0-4) 100%
(Capital Support Total)
AR &
ARG (04
(Overall Risk of Failure)
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21 FARFLEAEP 4

EAHR HEARR SR
Rating Band Descriptor
EERGERD PR
5 4E i This aspect of the business is regarded as very
Strong robust in key areas. While always possible, the
0.0-05 risk of governance or control failures is considered
to be negligible.
BERNFAP PR Ltz P
B o This aspect of the business is regarded as robust
Sound in key areas. Some improvements could be made,
0.6-10 but these would not produce any significant
strengthening of the governance and control
framework.
EERGEFAEP I FEIAFIE R gL R
R
F R This aspect of the business meets minimum
Adequate expectations of what is required to cover key
1.0-15 areas. Improvements could be made to
strengthen the governance and control
framework.
i 55 i ML ERGFHED P AR A ML AT T
Weaknesses in this aspect of the business exist in
Vulnerable
16-20 some key areas. The current governance and
control environment requires improvement.
hABERBEHED P AMEY HNA LTV
% 33 ¢h NI L A F R R AL
Weak Major weaknesses in this aspect of the business
21-3.0 exist in key areas to such an extent that its

reliability is highly questionable.

=R % 35D
Extremely Weak
3.1-4.0

BEBGYAP P2 ¥ 2 4 APRARSR
Herd i 4

Fundamental weaknesses in this aspect of the
business exist in key areas to such an extent that
APRA can place no reliance on their integrity.
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# ~ # 5 3p #ic(Probability Index)

BT ERGICE AL > APRATER 2 2 FHA %D
5 dpdk o ZAp L (25 Mb 'R ) T 256 (#&'Uh 'R )

AR BEBIEFE M KNP F S BIoR T (4
2z ) - dpdcig * 2 18 > PAIRS ¥ i AR B e il
FIEEIES 3L 5L E it APRAPAIRS g3t 4 48

HAERBHEFEE > A1 A E R TR Y A

S,

%7 PAIRS ¥%ih ‘4 (ORF) ## F ik hhivig ? 3=
FTHRZ
EHL e LSRR S AAEREIE R
Overall Risk of Failure Probability Indicative External Rating
Index
P L 0.25 1 AAA
Very low 0.5 1 AA+
[ 0.75 1 AA
Low 1.0 1 AA-
- 1.17 2 A+
_ 1.33 3 A
Low Medium
15 5 A-
L 1.67 8 BBB+
Upper 1.83 11 BBB
Medium 2.0 16 BBB-




2.25 26 BB+
B 2.5 39 BB
High 2.75 57 BB-
3.0 81 B+
3.33 123 B
&'
3.67 181 B-
Extreme
4.0 256 CCC

SRR S0 R EeE SO N -3 TR LR W

> u.'i}ﬂ" B SON D amEL IR AR 3% & RS i

FHL'G €:2F 5 8cmd B X o™ BT -

B 7 Fourth Power Conversion

Fourth Power Conversion

3
E ]

N

:

Probability Index

n
L=

Lonwaer
mczium

Owerall Risk of Failure and Probability Rating

= ~ ¥ 35 % (Impact Index)

%9 0 APRARITR T & SRR 4 % 00 HR
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R A R enB e & PAIRS ¢ o T e 4y ic(Impact
Index) , v " ¥ =% (ImpactRatings) | X 478 # B £ f
WH A L A 3 A T R AGAS A o PR 2 2

* W E é‘gﬂ'f‘%

e
>~
3;

|k

;y;

PR Re B EDEFfo i A

B o APRA 3 ¥ B8 4n #ic (P % j4_0.25 ] 500) p¥#-dic
A R R e R s BB S o T AR
(] 4 RiR A P X chdgif 400 RIBA) > A F A RH
<3 - TR fﬁ:{f@aij P i 3 AR B
BeEA2RE A0 5o v i 500 GEHFAAT - B

/}5&@2@,—%“1? 2%1‘5_ F)\F‘rxfl—fxrtxflo

%= ¥4 ¥ (Impact Index) | f= " #&3=% (Impact

Ratings) |
Impact Rating Impact Index Asset Size

Low 0.25 <$400m

Medium 1.25 $400m - $4b
High 12.5 $4b - $40b

Extreme 125 >3$40b

No Limit 1 250

No Limit 2 500

1. ¥4 % F34p #&(Supervisory attention index)
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£ B % K4p #(Supervisory attention index - f £ SAl) -

ETIRS

LA T R L
SAl = ,/Probability Index xImpact Index
A~ EEF Ripas # FI(SAlgrid)
=% | o Kk o
“ " 3 e R R 3
Impact | Impact , ,
_ i Supervisory Attention Index
rating index
. 500 22 50 89 201 358
No limit
250 16 35 63 142 253
Extrme 125 11 25 45 101 179
High 125 4 8 14 32 57
Medium 1.25 1 3 4 10 18
Low 0.25 1 1 2 5 8
Probability index 1 5 16 81 256
Probability ratin Low Low Jpper High Extreme
y g medium medium g

R

wE e

B - R R

- 34 (Quality and consistency)

- & ## A #(Support Foundations) :

]L,,,, B4 E”

SOARS

% i PAIRS &

FEHI RSB 3k 5 i+ PAIRS and SOARS £ # 5

.ﬁd_;i— -l'zm)k ﬁ’ﬁ;p’ljﬂjﬁ_ﬁ
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BER ML EERE S TEF VR R AR B

i3 GRRARR A PT ks

3g R4 7 (Predictive Analysis) :
i%%"“v\j\%?e VAT Eof R kA ki kB £

RIS FT e 325 4

HN

&1 £ (Early Warning Tools) =%

\4

815 3E2 P envh 2RIFRIAR

E] ‘/7]‘ l?ti’?(‘}io

wE R4 R4 (Portfolio Reports or Watch List

Reports) :
T AAHTFIEFRGERAFZ OB RARRCEPN O

E o AR R R H TR 0 AR R
L

c B ERF S hEFER F £ (Hindsight Review and

Assessment) :

[N

T

1\4

e EAHERTHERFEL > BEFY e S d
RER @ S apM e Ay B3 32 T2 5 a0 it
e

[ 1 5 2% A

x\“\
93‘%

PRI



3 EFRZL TR LM, SOARS

a =S 4 L 2 2 s = , s 2
-~ EHBRREY ) S I E s

Stance)

24 NS ARERBRRBE YR N I T pods S 4

RERR KA A F W

Impact | Impact . .
i _ Supervisory Attention Index
rating index
_ 50 89
No limit
250 63
Extrme 125 45
High 12.5 14
Medium 1.25 4
Low 0.25 2
Probability index 1 5 16 81 256
. ) Low Upper i
Probability rating Low , i High Extreme
medium medium

L4 DARBEY A MAE R R

b 7
Routine supervision: on going

& ¥ . .
collection and analysis of data
(Normal) . . .
supported by routine prudential reviews
on a cyclical basis.
Fnle ) - 7 EP ML wIE L

(Oversight)

Significant increase in supervision

4



intensity however entity is not
considered likely to fail. More frequent
information and visits. Board and senior
management given strong signals of

concern.
e L N E
%413 3 Entity produces and executes a
(Mandated remediation plan. Transitional
improvement) classification. Either improve or exit the
industry.

REZE B~ FRGFEH

Entities have failed or are about to fail.
Full use of supervisory and legislative
powers to protect beneficiaries.

t 5

(Restructure)

N SR S

N

B

APRA & 7 bt - FEFIRFIRT G e R
A Fl i RN ECRE APRA 0 2 B (Government’

s Statement of Expectations of APRA) 7 3 4@ “..-
prudential regulation cannot and should not seek to
guarantee a zero failure rate of prudentially regulated
institutions or provide absolute protection for market

participants (including consumers).” o fed T & ¥ MF IR >

A APRA 50 SR TR 0 5L g P b
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21t- FrBEBFL

22, \ E/ _'\:‘li
. BHEY e | g |
5 =¥ B4 L% | Mandated _
Ve , Restructu | 213 | Failur
Normal | Oversight | improvem )
re Exit e
ent
¥
73% 12% 1% 0% 15% | 0%
(Normal)
]’t” .{ ﬁ}’—x
14% 74% 2% 0% 11% | 0%
(Oversight)
58 ] e L
Mandated
_ ( 0% 33% 22% 0% 44% | 0%
Improvement
)
£ A
0% 0% 0% 50% 50% | 0%
(Restructure)

2 BRBER
- ARRFEE G ooy FRREER

R AT A RS PET RSED H L R
ASIC(E% 2 F#M)EE > A RS HEF R LE 52 )

£ APRA(4 @51 ¥ BM)EH> APRAAE AR 2700
RenfTq o P G- NEBHTUEFIERE - hH - FFET
BEz HE o S EY R BRI  FAD
A odewE R OG- KW b R R HEE R

ARROW(Advanced Risk Responsive Operating
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frameWork) » rt 7 ZF E LA e 74 B R > R
ﬁ%ﬁﬁﬁ&%ﬁw,}w MR G > Flm H R A A L e eny
HoRFrARETES LB EAGERE D AR A
FERF LRI ENNTE NG BEFEEFA

(2=

i [e]
P

RN ARHE T E RS N

\\\?{.r

&
kj

1

P o BT hE

=

PEERATARGELES P ER
CAMEL #7] > &% MiE% £8e3 IRIS 2 FAST #1 -
R o AT AR E WY > AAAR AR By VY R
PAIRS 2 SOARS #7] » 2 Riz 8 bR scirs 4 % ¥

B 2 0 B 0 i 4 B RO IR 6 4 s

oML T RRS
i ~ %% F#(References)

- ~ Probability and Impact Rating System, May 2008,

APRA

= ~ Supervisory Oversight and Response System, May
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2008, APRA

Any issues or questions in relation to this document
can be directed to :

Maryanne Hinwood, Head of PAIRS Policy,
Research and Statistics Division

Australian Prudential Regulation Authority
Telephone: 1300 13 10 60

Email: contactapra@apra.gov.au

Website: www.apra.gov.au

Mail: GPO Box 9836 in all capital cities (except
Hobart and Darwin)

http://www.apra.gov.au/Speeches/03 07.cfm?Rende

rForPrint=1

http://www.apra.gov.au/speeches/03 04.cfm

http://www.apra.qgov.au/speeches/02 15.cfm

http://www.apra.gov.au/Research/working-papers.cf

m

http://www.apra.gov.au/life/

http://www.apra.gov.au/Careers/Divisions-of-APRA.
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cfm

http://www.aph.gov.au/library/pubs/rb/2004-05/05rb

16.htm
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